Abstract
Introduction
N early all adults in Australia are affected in some way by the taxation system, with 8,033,986 taxable individuals and 158,959 taxable companies in the income year 1989/90 (Australian Taxation Office 1990/91, p.143-144) . For the same income year, the Australian Taxation Office (ATO) received 10,785,000 income tax returns, of which 87.8% were from individuals and the remainder from partnerships (5.1%), companies (3.4%), trusts (3.0%) and superannuation funds (0.7%) (ATO 1990/91, p.139) . Total ATO revenue collections in 1990/91 were $77,476 million, of which income tax accounted for 87.6% (individuals 64.8%, companies 18.3%, other 4.5%), Wholesale Sales Tax 12.1% and debits tax 0.3% (ATO 1990/91, p.129) .
The ATO's administrative or collection costs were 1.144% of revenue collected in 1990/91 (ATO 1990/91, p.184) . At around 1%, this figure has changed little over the last thirty years (Pope 1989, p.133) . Administrative costs are thus explicit in Australia, as well as in many overseas countries. But what of the costs imposed upon the private sector-the hidden costs incurred by individuals, companies and other legal entities in complying with the tax system? Such costs are known as "the compliance costs of taxation" and are defined by Sandford, Godwin and Hardwick (1989, p.xi) as:
. . . costs incurred by taxpayers or third parties, notably businesses, in meeting the requirements laid on them by a given tax structure (excluding the payment of the tax itself and any distortion costs arising from it).
Compliance costs in this article are being considered in their own right and not in any wider context of the complexity of the tax laws. Such complexity had been recognised in 1982 by the then Commissioner of Taxation, Bill O'Reilly, well before the introduction of the major tax reform measures in the latter half of the 1980s (Boucher 1991, p.1) . In any event, compliance costs are one measure of the complexity of any tax, with high costs implying a complex tax regime and vice versa. 1 Before discussing estimates of the compliance costs of the Australian income tax system, it is important to briefly set the topic in its historical (Australian) perspective.
_ _____________ 1. It could be argued that, as the ATO's administrative costs have been unchanged at around 1% of tax revenue for the last thirty years, the tax system is now no more complex than it was then. This raises many issues, including that of measuring costs as a percentage of tax revenue, which justifies an article in its own right. Pope (1989, pp.130-131) recognised the difficulty and lack of research into objectively measuring tax legislation complexity. He argued that whether or not complexity had increased, it was public perception of complexity which was the more important indicator. Suffice it to say here that the ATO may have shifted some of the costs associated with a more complex system away from its own administrative costs onto taxpayers in the form of higher compliance costs. This is particularly likely over the last few years during the transition to self-assessment.
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The Topic's Development
L ogically, there are six periods or phases in the development of the compliance costs of taxation as a policy area. These six phases, which are fully discussed in Pope (1992) , are identified here and briefly set in the broad context of Australian taxation policy history.
First, there is the period in which the compliance costs of taxation are unrecognised and hidden; there is no interest in the topic at all, other than perhaps the occasional conceptual or theoretical acknowledgement. In Australia, probably the first references to the topic were in 1975 [the Asprey Report, 1975 , cited by Boucher (1991 and Johns, Dunlop and Sheehan (1975) ]. There was little if any other interest in the topic in Australia until the mid 1980s.
The second phase may be termed "professional, qualitative recognition", whereby tax practitioners (especially accountants and tax lawyers) and academics recognise the compliance costs being imposed upon taxpayers and speak and write publicly on the subject. Australia started this phase around the mid 1980s (Sandford 1985) . The series of major tax reforms in the mid 1980s, such as Capital Gains Tax, Fringe Benefits Tax and dividend imputation, undoubtedly raised taxpayer and particularly professional awareness of complexity and compliance cost issues.
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The third phase is that of "estimation and evaluation", whereby compliance costs are quantified in monetary terms from taxpayer data, usually derived by means of a postal questionnaire survey. This is undertaken at an aggregate or macro-economic level. The major determinants of compliance costs are likely to be identified, possibly using econometric techniques. Evaluation at an individual or firm (micro-economic) level in order to identify specific issues on compliance costs may also be undertaken. In Australia, this phase is dominated by the pioneering work of this author and his colleagues, as discussed in the following section.
The fourth phase in the development of compliance costs may be identified as "policy recognition", meaning that the Commonwealth Government and ATO recognise the economic, social and indeed political importance of the compliance costs of taxation as an issue, and publicly act on the matter. In Australia the first sign of this was the setting up of the income tax simplification review, comprising ATO and Treasury staff, in 1990 . Unfortunately, the outcome of this review is unknown. A report has been presented to the Treasurer but remains unpublished; attempts to place the report in the public domain under the Freedom of Information Act have twice been refused by Government. It is a sad reflection that the _ _____________ 2. For examples of the latter, see Speed (1988) , Grbich and Walker (1988) , Dodd (1990) , Grbich (1990) and Taxation in Australia (1991 Government is not prepared to assist a policy debate on tax simplification options. The Wholesale Sales Tax (WST) has also been subject to a simplification review, with revisions introduced from 1 January 1993 as Streamlined Sales Tax. 3 The accountancy professional bodies consider these reforms as "simply fiddling around the edges" (New Accountant, 16 April 1992, p.3) . Possibly in the light of such comments, the ATO now prefers the use of the term law modernisation rather than tax simplification. 4 The burden of tax compliance upon small business was recognised in the Beddall Report (1990) , which made various recommendations to simplify the tax system for small business. Some of the recommendations were implemented in part by the Government in the 1990 Budget (e.g., quarterly payment of sales tax and group tax); others are still apparently under review (Government Response to Small Business in Australia 1990, p.24) . The revenue implications to Government of such simplification proposals may limit progress (Pope 1992, pp.5-6) .
A particularly significant landmark in the "policy recognition" phase was the ATO's public recognition of the topic in September 1991 in the form of two major speeches by Trevor Boucher, Commissioner of Taxation, and Bill Godfrey, Second Commissioner of Taxation. Hitherto, compliance costs had only been curtly recognised by the ATO (Pope 1992, p.6) . The Commissioner's speech was a comprehensive and thought-provoking contribution to the subject of tax simplification; some of the key points raised are discussed later under Policy Issues.
The fifth phase is that of "effective policy measures", in the sense that not only are policy, legislative and operational changes introduced, but they are actually effective in reducing the compliance costs of taxation at a grass-roots level. This does not necessarily mean a reduction in compliance costs for every taxpayer, but may involve targeting specific groups, such as small business and low-income earners, where compliance costs may have been identified as being particularly onerous. It could be strongly argued that, on available evidence and from an overall perspective, Australia has not yet entered this phase.
The sixth and final phase is the continual monitoring of compliance costs, as well as administrative costs. This should include published compliance and administrative cost assessments for every major tax change (Sandford, Godwin and Hardwick 1989, pp.209-210; Sandford and Hasseldine 1992, p.117) .
_ _____________ 3. The WST reform included a consolidation of 27 Acts into six Acts, written in plain English, but with the concepts and rules remaining essentially unchanged. Taxpayers with an annual liability of less than $10,000 may opt out of the system and this may take up to two-thirds of WST taxpayers out of the system. But up to 250,000 businesses may register for the revised WST in order to gain their inputs tax-free (Australian Financial Review, 8 October 1992, p.9 Pope (1992) has delineated six phases with regard to any country's approach to the compliance costs of taxation. It has been suggested that Australia has reached the fourth phase, namely policy recognition, with the second and third phases, namely professional/qualitative recognition and estimation, ongoing.
Estimates of Australian Compliance Costs of Income Taxation
I n 1990 and 1991 two studies estimating compliance costs were published by the Australian Tax Research Foundation. The first (Pope, Fayle and Duncanson 1990) estimated the compliance costs of personal income taxation in Australia in 1986/87 and the second (Pope, Fayle and Chen 1991) the compliance costs of public companies' income taxation in 1986/87. A third study on the compliance costs of employment-related taxation, namely employers' Pay-As-You-Earn (PAYE) or group tax, Fringe Benefits Tax, Prescribed Payments System and Payroll Tax in 1989/90, is due to be published shortly (Pope, Fayle and Chen 1993) , with a fourth study on the compliance costs of the WST due later in 1993. A fifth study is in progress, covering the compliance costs of both private and public companies' income taxation. This is particularly relevant given the recent introduction of full self-assessment and a revised method of payment system. The United Kingdom is the only other country to have undertaken such a comprehensive series of studies in this field (see Sandford, Godwin and Hardwick 1989) .
The Australian studies, it should be noted, are not without their critics, particularly within the ATO and the Commonwealth Treasury. Apart from any criticisms of detail relating to either of the two published Australian studies to date (Pope, Fayle and Duncanson 1990; Pope, Fayle and Chen 1991) , the critics' overriding objection seems to be that they are extremely dubious of the ability of the postal questionnaire survey technique to yield reliable estimates of the time and costs involved in complying with tax requirements. For example, Godfrey (1991, p.5) regards the "true economic cost" of compliance "as a beast somewhat akin to Lewis Carroll's Mock Turtle". This is in spite of the technique being accepted and used in studies in the UK, the United States, Canada and, more recently, in New Zealand and the Netherlands. Moreover, all compliance-cost studies emphasise that the figures are not reliable to the last dollar, but are an estimate or an order of magnitude of the economic resources committed to that activity. In the medium/longer term, such studies should indicate the overall trend of compliance costs up or down in real terms.
In the first study on the compliance costs of personal income taxation, Pope, Fayle and Duncanson (1990) estimated compliance costs at between $2,780 million and $3,809 million, or 7.9% to 10.8% of personal income-tax revenue of $35,180 million, for the year 1986/87. The extent to which compliance costs have changed since then is problematical. On the one hand, there is the need to adjust the figures for inflationary effects, for any changes in the taxpaying population and use of tax agents, and for legislative changes increasing the complexity of the system (e.g., the tax file number system). Against that should be set the effects of measures to simplify the personal income-tax system, particularly the reduction in the number of forms from three (S, A and B) in 1986/87 to one (I) in 1989/90, the introduction of the TaxPack 5 for 1989/90 returns on, and the use of the Electronic Lodgement System (ELS) by tax agents from 1989/90 on. The effect upon compliance costs of the current move to full self-assessment is also difficult to assess.
To adjust the compliance costs estimate, it is appropriate to inflate the real dollar figures, as compliance costs expressed as a percentage of tax revenue are an indicator of relative magnitude only. Assuming that factors tending to increase and decrease compliance costs cancel each other out over the period from 1986/87 to 1990/91, revised estimates, adjusting the real dollar figures to allow for inflation of 30.9% over that period [Australian Bureau of Statistics (ABS) 1991], are $3,639 million to $4,986 million, representing between 7.3% and 9.9% of the $50,168 million tax revenue in 1990/91 (Budget Statement Paper No.1, 1991, p.4.15) .
Using 1986/87 estimates, we estimate that the distribution of compliance costs tends to follow a U-shape with regard to income, accounting for 10.5% of taxable income for taxpayers earning up to $9,999 per annum and 3.8% for those earning $50,000 per annum or over. The income range $10,000 to $49,000 per annum incurred compliance costs of between 1.5% and 1.8%. Taxpayers with professional/business income incur notably higher compliance costs than do PAYE taxpayers. The former (36% of taxpayers) accounted for 74% of estimated total compliance costs, with the remaining 26% of costs being incurred by the 64% of taxpayers liable under the PAYE system. Analysed another way, taxpayers employing a professional tax adviser (62% of all taxpayers in 1986/87, and currently 71%) accounted for 82% of estimated total compliance costs.
Results of regression analysis using the Pope/Fayle 1986/87 survey data demonstrate the (statistical) significance of both the level and type of income (e.g., business profits/partnership income, "complex" income) in determining the time spent on personal income-tax compliance . Other significant variables included "help from one's spouse/de facto", presumably acting as an indicator of the complexity of the family's tax affairs, and "difficulties in completing the tax return", indicating that if taxpayers had difficulties they spent more time on their tax affairs. 6 The type of tax form completed and self-_ _____________ 5. The ATO provides each household in Australia with a "TaxPack" near the end of the tax year (30 June). Around one hundred pages long, it contains several personal (I) tax return forms and attempts to explain clearly and simply how to complete the tax return. 6. For all taxpayers, whether using a professional adviser or not, the findings suggest that taxpayers with "complex income", such as capital gains, trust income, rent and dividends, spend around eight hours (a year) more on their tax affairs, and those with business profits/partnership income spend around nine hours more than the most populous reference group of taxpayers with a salary/wages type of income. Taxpayers receiving help from one's spouse spend around one hour more than those who do not. Higher levels of income contributed a further one hour for every $10,000 of annual income. In all, six models were run. [See , Table 3 ].
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employment were both significant variables in some models, indicating that professional/business taxpayers and the self-employed spend more time on their tax affairs than do PAYE taxpayers. For taxpayers not using an adviser, sex was significant, indicating that men spend more time (nearly three hours a year) on their tax affairs than do women. It is worth noting that employment of a tax adviser is not a significant variable. This could be interpreted as taxpayers who have the confidence to complete their own returns (only 38% of taxpayers in 1986/87) do not take any longer on average on their tax affairs than do taxpayers who use an adviser. The above findings are generally supported by work in the US (Slemrod and Sorum 1984; Slemrod 1985) , Canada (Vaillancourt 1989) , and the UK (Sandford, Godwin and Hardwick 1989) . The second study (Pope, Fayle and Chen 1991) estimated the compliance costs of public companies' income taxation in 1986/87 at between $646 million and $1,341 million, or between 11.4% and 23.7% of public companies' taxation revenue of $5,650 million. In 1988/89, public companies' income taxation revenue had increased to $7,428 million (ATO 1989/90, p.151) . Adjusting the 1986/87 survey year estimates to 1988/89 figures on the basis of inflationary increases of 15.2% over that period (ABS 1991) gives a revised compliance costs estimate of $744 million to $1,545 million, or 10.0% to 20.8% of 1988/89 tax revenue. In the absence of further empirical data, this assumes that, as in the personal income-tax situation, compliance has become neither more nor less onerous since 1986/87.
Companies do derive a cash flow benefit from the income tax system, arising from the lag in payment of tax after the end of the tax year and also assuming that profit, and hence tax liability, is earned pro-rata throughout the tax year. The value of cash flow benefits in 1986/87 using the present (1991/92) method of tax payment was estimated at $619 million, or 11% of tax revenue. Adjusted to 1988/89, this represents $713 million, or 9.6% of 1988/89 tax revenue. It should be stressed that the effect of this cash flow benefit is re-distributional in nature and does not affect the resource costs to the country (that is, the gross compliance costs) of $744 million to $1,545 million, discussed above.
The usual regressive nature of business taxes was observed, with compliance costs falling from just under two dollars for every $100 of turnover for companies with a turnover of up to $5 million per annum, to about four cents for every $100 of turnover for companies with a turnover of $100 million per annum or over. Routine year-on-year computational costs accounted for 55% of overall compliance costs, with longer-term planning costs accounting for the remaining 45%. Non-taxable public companies incurred computational costs of around 40% and planning costs of 60%, whereas the position was reversed for taxable public companies. This is sensible. The high overall importance of tax planning to Australian companies is also sensible and, insofar as Australia has a high company income-tax rate of 39% (it was 49% at the time of the survey), we should expect it. External costs, particularly professional fees, accounted for around half of total estimated compliance costs.
International Comparison
H ow do the findings of these two Australian compliance-cost studies compare with similar studies overseas? When answering this important question it should be borne in mind that only a handful of studies have been carried out in this area in recent years. Further, different overall tax systems, e.g., relative weight of various taxes, self-assessment versus tax authority systems, and different sizes and compositions of taxpaying populations, render comparing like-with-like difficult. The trade-off between administrative and compliance costs (within total operating costs) should ideally be carefully assessed. Moreover, the following estimates of the compliance costs of personal income taxation omit the costs to employers' of collected PAYE. Two measures afford the best international comparisons: compliance costs as a percentage of tax revenue and, possibly the better indicator for business taxation, as a percentage of Gross Domestic Product (GDP).
7
None the less, Australia's compliance costs are undoubtedly high by (limited) international comparison. Compliance costs of personal income taxation of 2.5% in Canada (1986), 3.6% in the UK (1983/84) , and 5% to 7% in the US (1982) contrast markedly with Australia's 7.9% to 10.8% (1986/87). These aggregate estimates are supported by other compliance-cost statistics which do not rely upon a monetary valuation, namely the hours spent on tax affairs (UK, 3.6 hours; Canada, 5.5; Australia, 10.7; US, 27.4) and the percentage use of professional assistance (UK, 10.5%; Canada, 39%; US, 47%; Australia, 71%).
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The compliance costs of public companies' income taxation in Australia were estimated at between 11.4% and 23.7% of tax revenue compared with that of 2.2% of (corporation) tax revenue for the UK (both studies 1986/87). The Australian estimate is between five and eleven times greater than that of the UK. When expressed in terms of the percentage of GDP, the Australian estimate is between three and seven times greater than that of the UK 9 (Pope, Fayle and Chen 1991, p.98) . In New Zealand, Sandford and Hasseldine (1992, p.87 ) estimated the _ _____________ 7. There is a conceptual difficulty of expressing the compliance costs of personal income taxation as a percentage of GDP. This is because compliance costs include the opportunity costs of taxpayers' time (using an hourly monetary value of time to convert hours to dollars). Non-working time, however valued by taxpayers, is unrecorded in GDP statistics. This aspect may be less important for international comparisons where the same methodology to estimate compliance costs has been used. None the less, in view of this difficulty, the measure of compliance costs of personal income taxation as a percentage of GDP is not used. This conceptual difficulty is not considered further here. 8. See Pope (1991, p.254) . The UK and Canadian figures are from Sandford, Godwin and Hardwick (1989) and Vaillancourt (1989) , respectively. Updated US figures are from Blumenthal and Slemrod [1992, p.198 (hours in 1989) ] and Slemrod [1992 Slemrod [ , p.50 (professional assistance in 1989 ], and the latest Australian professional assistance figure (in 1990/91) is from Taxation in Australia (1992/93, p.317) . 9. The difficulty discussed above in Footnote 7 does not apply, as the value of working time is normally included in GDP statistics. compliance costs of business income taxation at up to 19% of tax revenue in 1989/90, 10 a figure of a similar magnitude to that of the Australian study. These various international studies adopt a similar methodology, using a postal questionnaire survey of taxpayers, with ensuing grossing-up of compliancecost survey results to give an overall compliance-cost estimate for the tax under consideration. Thus, the obvious explanation for Australia's higher compliancecost level is that the country's income-tax system is unduly complex, a viewpoint widely supported by accountants, lawyers and tax specialists.
Policy Issues
T he Australian studies cited above did not address policy issues. More recently, Boucher (1991) , the then Commissioner of Taxation, has made a significant contribution to the tax simplification debate, although it is not our intention to critically review that speech here. Rather, a number of fundamental policy issues are identified from the viewpoint of reducing or minimising compliance costs, and related to other literature as appropriate.
The fundamental principle that policy makers and each taxpayer (through the ballot box) much address is essentially one of equity versus simplicity, although it is not axiomatic that they are mutually exclusive. Moreover, there may be taxrevenue implications for changes that simplify the tax system.
It could be argued that the brunt of personal income taxation in Australia is borne by the public through the PAYE system, with a significant number of taxpayers achieving lower effective average tax rates through the use of unit and/or family trusts or partnerships. In 1988/89 there were 348,000 trust income-tax returns and 585,000 for partnerships, compared with 192,000 and 485, 000, respectively, in 1979 000, respectively, in /80 (ATO 1989 000, respectively, in /90, p.144, and 1980 . This represents a growth of 81% for trusts and 21% for partnerships over that period.
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Over the eight-year period from 1979/80 to 1986/87 (the latest figures available giving a breakdown between trusts and partnerships), the growth in the net income of trusts (232%) was much faster than that of individuals' net income (120%) (ATO 1980/81, p.93 and ATO 1986/87, pp.26-27 The increasing significance of tax avoidance at higher income levels is supported by Lombard (1991) , who found that income distribution in Australia was less equitable in 1989 than in 1983. He attributed this partly to taxation policy "in the form of a reduced progressivity of personal income tax, the lowering of the company rate and the subsequent discrepancy created with the top marginal [personal] income-tax rate" (ibid., p.62). The effective average tax rate on total income accruing to the top 1% of income earners fell from 26.1% in 1982/83 to only 3.4% in 1988/89 (derived from Lombard 1991, Table 4 , p.55). The Gini coefficient rose from 0.28 in 1982/83 to 0.34 in 1988/89, a 21% increase, indicating a move to greater inequality. Caution should be used in employing taxation statistics to examine income inequality.
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Another fundamental question is the efficacy of the Australian tax policy process of policy development, technical analysis and drafting. Arnold (1990) addressed this issue and identified three major disadvantages of the Australian tax policy process, essentially concerning the rôles of, and efficacy of communication between, the ATO, the Government Treasury and the Office of Parliamentary Counsel (OPC, responsible for drafting tax legislation). Boucher (1991, p.10) recognised Arnold's criticisms to some extent in saying that "the ATO, Treasury and OPC . . . are working to overcome some undue segmentation in the exercise of their rôles". We recognise the importance of this issue, but do not pursue it further here.
A further significant question is whether the Government/ATO is prepared to accept a restructuring and possible reduction in the size of the tax compliance industry (accountants, tax agents and lawyers). If the percentage use of tax agents is an acid test of the complexity of the personal income-taxation system, then any moves to simplify it would presumably mean a lower percentage use, perhaps from the current level of 71% to, say, 40%, a figure closer to that in North America _ _____________ 12. The figures given in Footnote 11 support this. Moreover, as from 1 July 1986, the company imputation system commenced, which credits company tax to shareholders in relation to dividend distributions. This is only advantageous to shareholders where their marginal tax rate is less than the corporate tax rate. A shareholder in a closely held company might prefer corporate tax to personal tax where there is a disparity in rates, and this may result in more income being derived through companies where that is legally possible. 13. Using taxation statistics to examine income inequality is fraught with difficulties. The most important of these is that if the government does not index the threshold of personal income tax and the ATO Taxation Statistics report all income above this threshold, then a misleading picture of changes in income distribution may emerge.
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(Canada, 39%; US, 47%).
14 Tax agents specialising in personal returns, particularly small practitioners, may be forced to leave public practice unless they diversify into other areas, such as management accounting and information systems, and indirect taxation, possibly Goods and Services Tax (GST) work, if the GST was introduced. 15 Boucher (1991, p.16 ) noted that 26% of tax-agent agencies generate 93% of the tax revenue reached through tax agents. In economic terms, a reduction in the use of tax agents from the current 71% of taxpayers to 40% would be likely to reduce expenditure on tax agents by an estimated $459 million in 1990/91 prices. This is a conservative estimate and assumes that those taxpayers who would no longer use an agent would be those with straight-forward returns (former S Form returns) with an average tax-agent's fee of $114, compared with the overall mean agent's fee of $311 ($87 and $238, respectively, in 1986/87 survey year prices). The extent to which compliance costs would change depends, of course, upon the time the individual takes to deal with his/her tax affairs and the value assigned to that time, in comparison with the tax-agent's fee.
With full self-assessment, we should suppose that the ATO prefers professional preparation of taxpayers' returns, and hence the use of tax agents, to increase rather than decrease. Current ATO policies afford benefits for submitting the tax return through a tax agent, particularly the tax deductibility of tax-agent fees for personal income-tax returns (unlike the UK) and later submission of a return. 16 The Electronic Lodgement System (ELS) also reinforces the rôle of the agent by affording benefits, namely fourteen days processing 17 vis-à-vis several months for hard-copy returns, not as yet generally available to the person _ _____________ 14. On the other hand, it could be argued that, on the basis of current ATO policy, this reduction may not occur because taxpayers would continue to use a professional adviser due to other benefits, discussed later in the text, not available when submitting on an individual basis. 15. In November 1991, the main opposition Liberal and National Parties announced a radical tax reform package ("Fightback!"), with subsequent amendments in December 1992, on which they were to contest the March 1993 election. They proposed to introduce a Goods and Services Tax (GST), or Value-Added Tax, at a rate of 15% on a broad base (but excluding food), with the removal of the WST, State Payroll Tax, plus five other taxes, in October 1994. Reductions in personal income tax were proposed, including an increase in the tax-free threshold to $7,000 and reductions in the marginal tax rate on incomes up to $40,000 per annum, from October 1994. In February 1992, the Labor Government countered this policy with proposed future reductions in personal income-tax rates, and other measures, but without the introduction of a GST (the "One Nation" Statement). In February 1993, further proposals were made by the Labor Government ("Investing in the Nation"), including reducing the company tax rate to 33% for income year 1993/94 onwards, with revised (quarterly) tax payment arrangements. The latter would increase cash flow value costs for large business but benefit most small business. 16. Up to six months extension depending upon the amount of tax payable. A return (for the tax year 1 July to 30 June) submitted individually must be in by 31 October. 17. This fast processing time is particularly important for taxpayers with a tax refund. submitting individually.
18 Indeed, the ATO may well have a deliberate policy of encouraging taxpayer use of tax agents, although this is not explicit.
It is ironical that the ATO stresses the benefits of self-assessment in terms of simplification and efficiency (from its own viewpoint rather than from an overall perspective) whilst at the same time having policies which encourage the use of professional advisers, who now have more onerous responsibilities and penalties for failure (Dymond 1992, pp.434-435) . Further, "the self-assessment regime has, clearly, not only increased the responsibilities of the taxpayer, but increased the costs of compliance. The difficult task of explaining this fact to the taxpayer has been left [by the ATO] to the taxpayer's agent." (ibid., p.435).
Tax Simplification and the Minimisation of Compliance Costs
Boucher (1991, pp.3-4) identified nine main areas on which the tax simplification debate has been focused in Australia:
The legislation to be rewritten in plain English 19 ; the length of the legislation to be reduced; certainty via the elimination of discretions; the more general removal of uncertainties; reducing costs and record keeping requirements; the elimination of special concessions; reviewing the use of the tax system to achieve non-revenue objectives; streamlining administrative processes; and, certain taxpayers to be taken out of the system. Boucher (1991, p.6 ) recognised three main aspects to simplification of the tax system. First, there are the record-keeping requirements, completion of tax forms, and so on, known as the "compliance simplicity" aspect. Second, there is the "transactional simplicity" aspect, whereby a simpler tax system would lead taxpayers with previously complicated tax affairs not to have to structure their financial transactions with regard to their tax consequences. A simplification affecting this area should reduce the importance of the company planning costs, estimated in the Pope, Fayle and Chen (1991) study and discussed above. Third, there is the "simplicity of rules" aspect, reflecting the ease with which the tax laws can be understood. Sandford, Godwin and Hardwick (1989, pp.212-216 ) have comprehensively recognised ways in which compliance costs may be minimised, although "as _ _____________ 18. It should be noted that the ATO ran a pilot scheme in 1990/91 to ascertain the feasibility of individual electronic lodgement. The ATO is continuing to trial individual electronic lodgement in the ACT and NSW, using either participating tax agents or Australia Post with a user fee. The service is referred to as "Fast Tax". 19. The Victorian Law Reform Commission undertook a pilot project in 1991/92 to rewrite in plain English a most difficult division of the Income Tax Assessment Act (Division 16E) to demonstrate that this is possible. But Turnbull (1992) argues that the redraft is seriously flawed and is not precise enough. This criticism has been rejected by the proponents of reform (Kelly 1992) .
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compliance costs enter so many aspects of the taxation process" the points were not discussed in depth. None the less, this important contribution to the literature is fully recognised, as follows. When a new tax, or significant change to an existing tax, is introduced, temporary compliance costs relating to start-up and learning costs are incurred by taxpayers. These may be minimised by stability and by government "getting it right" first time through appropriate consultation and legislation. Frequency of changes should be minimised and the timing of any necessary changes should take account of taxpayer convenience. An education campaign, such as occurred with New Zealand's Goods and Services Tax in 1986, also helps to minimise costs.
With regard to ongoing or regular compliance costs (once the tax is well established), these are minimised if the tax is as simple as possible, incorporating such features as a single rate, a high threshold, and a minimum of special exemptions, reliefs and provisions. Certainty is important, as Adam Smith first noted and Boucher (1991) acknowledged. Sandford, Godwin and Hardwick (1991, p.214) dryly note that "uncertainty may be a product of obscure legislation". Short, simple and clear tax-form design is important, as well as payment arrangements that are convenient to the taxpayer (e.g., coinciding with the period of business accounts) and simple, low-cost appeal mechanisms. Policies which can assist business taxpayers, particularly small business, to achieve higher benefits in the form of improved management through better record-keeping, and cash-flow benefits through less frequent payment dates, are helpful insofar as they minimise net compliance costs (gross compliance costs minus any benefits arising because of the tax).
The inter-relationship between taxes is the third area identified by Sandford, Godwin and Hardwick (1989, pp.215-216) . As a "rule-of-thumb", fewer taxes and broader bases, with minimal exemptions and reliefs, tend to minimise compliance costs, and vice versa. A common base, common definitions, common procedures and common valuations can reduce compliance (and also administrative) costs. Harmonisation, of payment dates for example, minimises compliance costs. Any borderlines between taxes, which permit taxpayers to transfer between them, should also be avoided.
Minimising compliance costs may indeed conflict with other taxation policy objectives (equity, efficiency, revenue maximisation) and that is recognised by those in the field. None the less, minimising compliance costs "should be given due weight in policy decisions" (Sandford, Godwin and Hardwick 1989, p.212, emphasis added) . In an Australian context, the ATO's Second Commissioner, Bill Godfrey (1991, p.17) , has acknowledged that "a [tax] manager who is the guardian of simplicity has an important rôle to play in understanding these costs and drawing attention to them but cannot, of course, be the only influence in the final choice".
We recognise various conceptual and theoretical issues of tax complexity, the measurement of compliance costs and related matters, such as tax evasion and tax simplification, which have been considered in a US context by, for example, Slemrod (1983 and 1988, pp.61-65) , Cox (1988, pp.66-68) , McCaffery (1990) , McMahon (1991) and others [Internal Revenue Service (IRS) Conference Report 1988], but they do not detract from the discussion and conclusions of this paper.
Specific Proposals to Illustrate Ways of Reducing the Level of the Compliance Costs of Taxation in Australia
Bearing in mind the broader context of tax simplification and the many facets of reducing compliance costs outlined above, we can identify a number of specific proposals to reduce the level of the compliance costs of taxation in Australia. They are presented as illustrative examples rather than as a full listing of possible measures, since that would necessitate a comprehensive, in-depth study in its own right.
As Australian research to date has estimated the compliance costs of income taxation, most of the proposals relate to this area, beginning with personal income taxation (no priority implied by their order). It should be borne in mind that currently around 1.4 million personal income-tax returns are received by the ATO in excess of the number of taxable individuals (ATO Annual Report 1990/91, pp.139, 143) .
A cumulative PAYE system similar to the UK system whereby most PAYE taxpayers complete a tax return only once every five years.
This operates through employers adjusting employees' PAYE deductions continuously throughout the tax year to reflect changes in personal circumstances, tax rates, etc., thus avoiding the over/under-payment of personal income tax at the end of the tax year that is a characteristic of the Australian system. 20 This proposal was recognised by Boucher (1991, p.13 ) but apparently dismissed as being "very expensive to run, both for employers and the Inland Revenue". Evidence on UK compliance costs would tend not to support the comment with regard to employers' costs. Thus, Sandford, Godwin and Hardwick (1989, p.95) have estimated the aggregate compliance costs of collecting PAYE income tax and National Insurance (NI) contributions at just over 1% of revenue yield for the 1981/82 year. None the less, a cumulative PAYE system may well be expensive for the tax authorities, with high set-up costs. The UK administrative costs of income tax, Capital Gains Tax (CGT) and NI contributions were 1.53% in 1986/87 (Sandford, Godwin and Hardwick 1989, p.192) , compared with Australian administrative costs of 1.123% for income taxation in 1986/87 (Pope 1990, p.5) _ _____________ 20. The cumulative PAYE system works essentially through the issue of personal codes to individual taxpayers and code tables to employers. It is undoubtedly assisted by a standard tax rate for around 95% of the taxpaying population and withholding taxes on all common forms of investment income. Vol.18, No.1 Pope: COMPLIANCE COSTS OF TAXATION and 1.23% in 1990/91 (ATO 1990/91, p.184) , although other factors contributed to this difference.
A withholding tax on interest payments (by banks, building societies and other financial institutions) within Australia to Australian taxpayers.
This was discussed in the study of the compliance costs of personal income taxation by Pope, Fayle and Duncanson (1990, p.58 ) and more recently has been advocated by the Taxation Institute of Australia (1991) . It is also considered worthy of "serious consideration" by Head (1991, pp.17, 20) , who cites the Swedish tax reform of 1990 which imposed "a flat 30% tax on interest income with full source withholding". Boucher (1991, p.13) noted that a domestic withholding tax of 20% would free around 600,000 taxpayers (30% of provisional taxpayers) from provisional tax. Such a withholding tax would be assisted by the next proposal. It is unfortunate, to say the least, that in September 1992 the Government rejected this tax simplification measure in preference to greater emphasis on the Tax File Number System and enhanced ATO resources. The Government's aim is to increase tax revenue from undeclared unearned income sources while avoiding the perceived political difficulties of trying to introduce a withholding tax.
Increase the tax-free threshold, to around a level of say $10,000 per taxpayer, thereby taking a significant number of low-income earners out of the tax system.
In order to maintain the 1985/86 tax-free threshold of $4,959 in real terms, a level of $7,100 in 1991/92 would be required, compared to its actual level of $5,400. Partnerships, trusts and companies should be taxed in a uniform manner (discussed below) in order to minimise tax avoidance through income splitting.
A modified flat (basic) rate of tax (linear income-tax)
, with possibly a higher rate at very high incomes, say $100,000 p.a. and over, in order to maintain some degree of progressivity.
The impact of a basic rate of around 30% upon low-income earners must be weighed against the gains arising from a much higher tax-free threshold of, say, $10,000 (proposal 3. above), ceteris paribus.
At this point it may be useful to cite some very approximate figures, using ATO statistics, in order to illustrate these options. 21 Using 1988/89 figures (ATO _ _____________ 21. A detailed computer simulation of the tax and social security system, similar to that undertaken by Bascand and Trengove (1990) , using the TAXMOD modelling package, is ideally required.
1989/90), we estimate that the cost of raising the tax-free threshold from the 1988/89 level of $5,100 to $10,000 per taxpayer is around $10,000 million, or a fifth of 1988/89 personal income-taxation revenue, ceteris paribus. A modified flat (basic) rate of personal income tax of 31.5% would have been possible in 1987/88, with the then existing threshold of $5,100, as an alternative to the five-rate schedule then existing (Freebairn 1990, p.142) . Increasing the threshold to $10,000 per taxpayer and adopting a basic rate would obviously necessitate a much higher rate than 31.5%. Whilst " . . . the current [Australian personal income-tax] schedule still is a progressive one" (Freebairn 1990, p.145) , it could be argued that it is only progressive for PAYE taxpayers and less so for other types of personal income taxpayers. Overall, its progressivity may be more apparent than real, although recent evidence is sparse, other than anecdotal evidence and more recently the study by Lombard (1991) . Head (1991, p.20) recognised that "clearly the design and reform of the rate scale deserves more careful and explicit public consideration than it has received in recent decades when its shape has been left to be determined, and seriously distorted, by the effects of tax drift and fiscal drag". Slemrod (1990, p.166) argued that substantial simplification in the tax system may be achieved through eliminating the graduated rate structure, as this minimises the incentive to transfer income from high-tax-rate to low-tax-rate individuals. Slemrod further argued that "the trade-off between the distributional flexibility of graduated income tax systems and the benefits of a flat rate is ignored in the standard models which either assume a flat rate or do not consider tax arbitrage".
Such proposals, particularly a high tax-free threshold and a linear rate, may seem radical to many. Indeed they are in a country that has had such a heavy emphasis on equity in its personal income-taxation system.
A further proposal in order to reduce compliance costs in the income taxation system is the taxation of partnerships, trusts and companies in a uniform manner. Taxing trusts and corporations in a uniform manner was recommended by the Martin Report (1991, Recommendation 3, para. 2.118, p.34) , which advised the ATO to consider "the extent to which the Committee's recommendation on uniform and equitable taxation treatment of business entities would be applicable to [partnership] arrangements" (ibid., para.2.116, p.34). Boucher (1991, p.22) recognised the benefits of this proposal in terms of tax simplicity, countering possible critics who might consider this "too ambitious" by reference to the petroleum resource rent tax, whereby a "taxpayer is a taxpayer", with no distinction between different taxpaying entities.
In attempting to identify specific proposals that would lead to a reduction in the compliance costs of companies' income taxation, we cite two illustrative examples. First, the government introduced a revised method of calculating depreciation from 1 July 1991, with new accelerated depreciation provisions being announced on 26 February 1992, applicable from that date. None the less, the method of calculating the depreciation allowances could be further simplified. The use of seven percentage rates is still considerably more than that in the UK where Vol.18, No.1 Pope: COMPLIANCE COSTS OF TAXATION two rates are in use. Moreover, items subject to depreciation could be exempted from Capital Gains Tax, as in the UK. Both of these measures would ease the paperwork burden on businesses and their accountants. The absence of a firm commitment by the Government to tax simplification is illustrated with regard to the prime cost depreciation option. This had been removed as a simplification measure, but was reinstated in April 1992 in the amending legislation for the "One Nation" depreciation changes (Taxation in Australia 1992, p.102) . Second, Boucher (1991, p.21) cited the treatment of company groups as a single entity in order to avoid problems arising from aspects such as complex rollover and loss transfer provisions.
The Commissioner made the point that taxpayers advocating simplicity needed to ask themselves "to what extent is it possible to do without an exemption or concessional treatment or a limiting provision?" (Boucher 1991, p.10) . The bottom line is whether, as the Commissioner colourfully went on to say, taxpayers would "be able to live with a 'straight down the middle, let the chips fall where they may' kind of 'no qualifications or exceptions' outcome".
Regarding the inter-relationship between taxes, the monthly payment dates of employers' PAYE (group tax), Payroll Tax and the Prescribed Payments System could be standardised. 22 The Fringe Benefits Tax year-end (31 March) could be brought into line with the end of the tax year for most companies and other entities (30 June). 
Concluding Remarks
This paper contends that the Australian tax system overall is complex and that, on the basis of two studies by Fayle et al. (1990, 1991) , the estimated aggregate compliance costs of personal and public companies' income taxation in Australia are high in absolute dollar terms, as a percentage of tax revenue, and by (limited) international comparison.
Although the complexity of the Australian tax system has been explicitly recognised and discussed by the ATO (Boucher 1991; Godfrey 1991) , the ATO remains dubious, not to say critical, of attempts to quantify the costs of tax compliance in economic resource terms (Godfrey 1991, pp.5, 18) .
Further, we contend that the potential economic benefits arising from effective tax simplification and ensuing reductions in the level of compliance costs are considerable. Thus, as a conservative estimate, if the level of the compliance costs of personal income taxation in Australia at their lower estimate (7.9% of tax _ _____________ 22. This, however, could cause problems to some businesses as it would mean one large payment every month. Small businesses could make less frequent payments, such as quarterly or annually, a policy being increasingly adopted, albeit on a limited basis. 23. In a survey of public accountants' attitudes on FBT As an order of comparative magnitude, this compares with the estimated long-run effects of micro-economic reform ranging from 0.1% of real GDP for domestic aviation to 1.1% for rural and manufacturing assistance, and an overall figure of 4.7% (Industries Assistance Commission 1989, pp.32-33) . For comparison, a US economist has estimated that a saving of at least 25% of the time that taxpayers spend on their tax returns would yield savings of around $25,000 million a year in round figures (Steuerle 1989, p.15 ). Steuerle also commented that "simplification reform has its greatest probability of success with a pro-active, rather than a reactive IRS". This comment surely applies to the ATO, and the Boucher (1991) and Godfrey (1991) speeches are perhaps the first clear public signs of such a pro-active commitment.
None the less, and inevitably, it remains a political question as to the extent to which effective simplification of Australian tax affairs and minimisation of compliance costs for both individuals and business will be given a higher priority vis-à-vis other tax-policy and non-revenue objectives than has occurred in the past. The prognosis is mixed, but the overall view is not optimistic. To be positive, the ATO is assessing how the Income Tax Assessment Act may be simplified, perhaps over a ten-year period, and recent reform to the WST may be of some benefit. On the negative side, in September 1992 the Government refused to adopt a withholding tax, essentially due to political expediency. Moreover, the Government has refused to publish an ATO/Treasury report on income-tax simplification options, apparently for the same reason. Thus, until significant and well-planned simplification measures which reduce compliance costs are enacted, the Government remains open to the accusation that it only pays lip-service to the issue of tax simplification from the taxpayer's viewpoint.
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